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HISTORY 


The Government Annuities Act, a milestone in Canadian legislation, came into force on 
September 1, 1908. Canadians of modest income were given the opportunity to purchase deferred and 
immediate annuities, either individually or under the terms of an employer pension plan. By providing a 
full guarantee of payment, competitive yields and assuming all of the costs of administering these 
annuities, the government sought to encourage people to save for their old age. 


The Old Age Security Act came into force in 1952 and the Guaranteed Income Supplement and 
the Canada and Québec Pension Plans were introduced in the 1960s. These developments, together with 
the increasing attractiveness of private pension plans, led to a steady decline in the sale of Government 
Annuities. This resulted in the government’s decision to discontinue the promotion of sales in 1967. 


Increasing interest rates led the government to adopt the Government Annuities Improvement Act 
in 1975. This Act increased the rate of return on deferred and matured annuities from the previous 4 % 
to 7 %, closer to the rates available in the market. It also formally ended the sale of Government 
Annuities and allowed the maximum annuity of $1,200 to be exceeded in order to accommodate annuity 
increases resulting from the higher rate of return. 


WORKLOAD STATISTICS 


The Annuities Branch, which is located in Bathurst, New Brunswick, currently administers 
135,000 Government Annuity contracts. Since 1908, approximately 553,000 contracts have been issued. 
The majority of these (418,000) have expired, terminated or been refunded by the Branch. 


As of March 31, 1997, over 110,600 annuitants had slightly less than 121,800 contracts under 
payment. During the 1996-1997 fiscal year, approximately 1.2 million payments were issued and each 
annuitant received, on average, $658.91. 


During the fiscal year, 2,323 (2,305 in 1995-1996) deferred annuities came into payment and 
another 453 deferred contracts were terminated either at or before maturity, due to death, small refunds 
or unclaimed funds. Therefore, as of March 31, 1997, there were 13,277 outstanding deferred annuities. 
A schedule of maturity dates is provided in Appendix A. 


MORTALITY EXPERIENCE 


During the 1996-1997 fiscal year, 6,411 annuities in payment (6,783 in 1995-1996) were either 
terminated or adjusted as a result of annuitant deaths: 4,166 group certificates and 2,245 individual 
contracts. Of those, 4,695 were held by men and 1,716 by females. The average age at death for males 
was 80.6 (up 0.1), while the female age at death averaged 86.3 (up 0.4). 


Consequently, $17.9 million was released from the reserves for matured annuities: $15.0 million 
resulting from terminated annuities and $2.9 million from the reduction in reserve factors after the 
annuitants’ deaths, both for Guaranteed Annuities and Joint and Last Survivor Plans. 


CENTENARIANS 


Forty-six annuitants became centenarians during the fiscal year. As of March 31, 1997, there 
was a total of 191 annuitants aged 100 years and older. The oldest annuitant, a male, is 107 years old. 


FINANCIAL OPERATIONS 


During the 1996-1997 fiscal year, total income amounted to $42.6 million ($45.3 million in 
1995-1996), $42.3 million of which represented interest of 7% credited to the Account. Premiums 
received totaled $154,000. Total disbursements of $83.0 million ($86.3 million in 1995-1996) originated 
mainly from the $81.8 million in payments made under matured annuities. An amount of $571,000 was 
used to refund premiums at death before maturity or when the annuity would have been too small, and 
$546,000 was transferred to the Consolidated Revenue Fund as a result of unclaimed annuities. 


The previous 1949 mortality tables, combined with Projection Scale C for future mortality 
improvements, were no longer adequate to represent the improved longevity of annuitants. Those tables 
would have produced actuarial reserves of $610.5 million. Actuarial studies indicated that the more 
recent 1983 mortality tables of the Society of Actuaries would be suitable, combined with Projection 
Scale G for continuing mortality improvements. As a result, the Government Annuities Regulations were 
amended to refer to that basis and the actuarial reserves were increased to $664.4 million on March 31, 
1997. Since the Account’s assets were $609.8 million on the same date, there was a deficit of 
$54.6 million for the fiscal year to be recovered from the Consolidated Revenue Fund. 


ACTUARIAL CERTIFICATE 


The Chief Actuary has made the valuation of actuarial liabilities for the fiscal year ending March 
31, 1997 in respect of annuity contracts issued under the Government Annuities Act. His report is 
attached to the financial statements while the valuation summary is shown below. 


Government Annuities Valuation Certificate 


at March 31, 1997 


NUMBER AMOUNT ACTUARIAL 
RESERVE 


PER 1983 TABLES 


CLASSIFICATION OF OF 


CONTRACTS ANNUITY 


MATURED: (under payment) 


Males, Ordinary Life 55,634 
Females, Ordinary Life 27,394 
Males, Guaranteed 22,603 
Females, Guaranteed 4,390 
Reducing at O.A.S. 13398 
Last Survivor Ordinary 7,495 
Annuity Certain 22745 
Temporary Annuities 130 
Checks due on Suspended Payments 0 
TOTAL MATURED 121,759 


DEFERRED: (not yet under payment) 


Males, Ordinary Life 294 
Females, Ordinary Life bo 
Males, Guaranteed 10,702 
Females, Guaranteed 2,058 
Males, Last Survivor 38 
Females, Last Survivor 2 
Death Refunds in process 19 
Other refunds in process 12 
Suspense Accounts 0 
TOTAL DEFERRED 13,277 


GRAND TOTAL 135,036 


($) 


$35,561,901 
13,600,336 
178125199 
oP Whe shies: 
2,678,919 
D,220.016 
2,194,297 
43,998 
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$80,228,521 


$222,864 
108,012 
$,5555500 
1,581,947 
44,839 
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0 

0 
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$10,513,330 


$90,741,851 


($) 


$23 1,451,647 
ke eek Spal iy) 
159,310,301 
30,743,975 
11,438,935 
51,540,537 
O29 252 
164,850 
102,455 


$584,879, 111 


$1,346,999 
690,075 
64,093,865 
11,782,613 
487,072 
1,316 
82,208 
38,367 
1,013,023 


$79,535,538 


$664,414,649 


APPENDIX A 


Maturity Schedule of Deferred Annuities 


Individual Contracts Group Certificates TOTAL 

Before April 1, 1997 131 262 393 
1997-1998 560 1,182 1742 
1998-1999 483 1,016 1,499 
1999-2000 440 986 1,426 
1997-2000 1,483 3,184 4,667 
2000-2001 444 882 1326 
2001-2002 363 760 123 
2002-2003 358 726 1,084 
2003-2003 265 600 865 
2004-2005 246 Sly 763 
2000-2005 1,676 3,485 5,161 
2005-2010 927 960 1,887 
2010-2015 512 233 745 
2015-2020 264 49 313 
After March 31, 2020 8 111 


103 
GRAND TOTAL 5,096 8,181 13,277 


GOVERNMENT ANNUITIES ACCOUNT 
Financial Statements 


March 31, 1997 


MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


The accompanying financial statements have been prepared by the Account's management in 
accordance with generally accepted accounting principles consistently applied. Management is 
responsible for the integrity and objectivity of the information in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management 
maintains financial and management control systems and practices designed to provide reasonable 
assurance that transactions comply with relevant authorities, assets are safeguarded and proper 
records are maintained. 


The Account's management recognises the responsibility of conducting its affairs in compliance with 
the Government Annuities Act, Government Annuities Improvement Act and the regulations. 


The Department of Human Resources Development oversees management's responsibilities for 
maintaining adequate control systems and the quality of financial reporting. The financial statements 
have been reviewed and approved by the Department. 


The independent auditor, the Auditor General of Canada, is responsible for auditing the transactions 
and financial statements of the Account and for issuing his report thereon. 


Acting Assistant Deputy Mister 
Financial & Administrative Services 


November 6, 1997 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister of Human Resources Development 


I have audited the balance sheet of the Government Annuities Account as at March 31, 1997 and the 
statements of operations and actuarial liabilities and changes in financial position for the year then 
ended. These financial statements are the responsibility of the Account's management. My 
responsibility is to express an opinion on these financial statements based on my audit. 


I conducted my audit in accordance with generally accepted auditing standards. Those standards 
require that I plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial position 
of the Account as at March 31, 1997 and the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally accepted accounting principles. 


Further, in my opinion, the transactions of the Account that have come to my notice during my audit 
of the financial statements have, in all significant respects, been in accordance with the Government 
Annuities Act, the Government Annuities Improvement Act and the regulations. 


Raymond Dubois, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
November 6, 1997 


REPORT OF THE ACTUARY 


| have valued the actuarial liabilities in the balance sheet of the Government Annuities Account at 
March 31, 1997 and their change in the Account’s statement of operations for the year then ended. 


As prescribed in the Government Annuities Regulations, the valuation was based on the 1983 mortality 
rates, those of Table a for individual contracts and those of the Group Annuity Mortality Table for group 
contracts, with projection Scale G in both cases. The assumed interest rate was seven percent annually, 
also as stipulated in the Regulations. 


The valuation was conducted in accordance with accepted actuarial principles to the extent that they 
apply. Significant differences are as follows: first, the Account’s assets are in the form of a deposit with 
the Receiver General of Canada, so actuarial liabilities were based on the present value of future 
payments discounted at the prescribed interest rate; second, administrative expenses are paid by the 
government out of general funds, so no provision is made in the valuation; and finally, given the need for 
a realistic valuation and based on the size and long standing existence of this group of annuitants, there 
are no added margins for mortality risks. 


In my opinion, the valuation is appropriate, it conforms to statutory requirements and the financial 
statements fairly present its results. 


Michel Bédard 

Fellow of the Canadian Institute of Actuaries 
Chief Actuary 

Human Resources Development Canada 


Hull, Canada 
November 6, 1997 


GOVERNMENT ANNUITIES ACCOUNT 


Balance Sheet 
At March 31, 1997 


ASSETS 

1997 1996 
(In thousands of dollars) 
Deposit with Receiver General for Canada (Note 3) $567,329 $606,626 
Actuarial deficit due from Canada 54,608 A 
Accrued interest due from Canada = 42.332 45,116 
Accounts receivable «(146 ee aL, 
$664,415 $651,913 

LIABILITIES 

Actuarial surplus due to Canada $ - nam IBIS 
Actuarial liabilities (Note 4) 664,415 650,178 


$664,415 $651,913 


Contingency (Note7) 
Subsequent event (Note 8) 


See accompanying notes 


Approved by the Department: 


Financial & Administrative Services 


GOVERNMENT ANNUITIES ACCOUNT 


Statement of Operations and Actuarial Liabilities 
For the year ended March 31, 1997 


Payments and other charges 
Annuity payments 
Premium refunds 
Unclaimed annuities 


Income 
Interest from Canada 
Premiums (Note 3) 
Other 


Excess of payments and other charges over 
income for the year 


Actuarial liabilities, 
balance at beginning of the year 


Actuarial (deficit) surplus 


Actuarial liabilities, 
balance at end of the year (Note 4) 


Actuarial liabilities are comprised of: 


Deferred annuities, present value 


Matured annuities, present value 


See accompanying notes 


1997, 


1996 


(In thousands of dollars) 


$ 81,839 
57] 


650,178 


609,807 


(54,608) 


$ 664.415 


$ 79,536 
584,879 


$ 664,415 


$ 84,847 
862 

568 
86,277 
45,116 
116 

87 


45,319 


40,958 


692,871 


651913 


[135 


$ 650,178 


32923337 


557,841 


$ 650,178 


GOVERNMENT ANNUITIES ACCOUNT 


Statement of Changes in Financial Position 
For the year ended March 31, 1997 


Funds were used for: 
Operations 


Excess of payments and other charges 
over income for the year 


Decrease in accrued interest and 
accounts receivable 


Actuarial surplus remitted to 
Consolidated Revenue Fund 


Total funds used 


Deposit with Receiver General for Canada, 
balance at beginning of the year 


Deposit with Receiver General for Canada, 
balance at end of the year 


See accompanying notes 


1997 


1996 


(In thousands of dollars) 


$ 40,371 


(2,809) 


37,562 


606,626 


$ 567,329 


$ 40,958 


(2,835) 


38,123 


334 


38,457 


645,083 


$ 606,626 


GOVERNMENT ANNUITIES ACCOUNT 


Notes to Financial Statements 
March 31, 1997 


Authority and purpose 


The Government Annuities Account was established in 1908 by the Government Annuities 
Act (the "Act"), as modified by the Government Annuities Improvement Act (the 
"Improvement Act"). 


The purpose of the Act was to assist individuals and groups of Canadians to provide for their 
later years by purchasing Government Annuities. The Jmprovement Act discontinued future 
sales of Government Annuity contracts. 


The Account is administered by the Department of Human Resources Development and 
operates through the Consolidated Revenue Fund. 


Significant accounting policies 


(a) 


(b) 


(c) 


Basis of accounting 


The accounts of the Government Annuities Account are prepared in accordance with 
generally accepted accounting principles. 


Management estimates 


The preparation of these financial statements requires management to make estimates 
and assumptions that affect the reported amount of assets, actuarial liabilities, income 
and the disclosure of contingent liabilities at the date of the financial statements. 
Despite the use of management’s best estimates, it is reasonably possible that the 
amounts for the actuarial liabilities and related accounts could change materially in the 
near term. 


Actuarial liabilities 


The method utilised to calculate the actuarial liabilities is in accordance with the 
Government Annuities Improvement Act and the regulations pertaining thereto 


Actuarial liabilities comprise, in respect of deferred and matured annuities, the present 
value of such annuities actuarially determined on the basis of such rate or rates of 
interest and mortality tables as is prescribed. 


(d) Actuarial surplus/deficit 


At the end of any fiscal year, the recorded amount of actuarial liabilities may be 
different than the calculated amount of actuarial liabilities. The difference represents an 


actuarial surplus or deficit, which is remitted to or recovered from the Consolidated 
Revenue Fund. 


(e) Interest from Canada 


Interest from Canada is calculated on actuarial liabilities as prescribed by the 
Government Annuities Improvement Act. 


(f) Unclaimed annuities 


Unclaimed annuities represent amounts transferred to the Consolidated Revenue Fund in 
respect of annuities that could not be paid because the annuitants could not be located. 


Premiums 


Premiums are deposited with the Receiver General for Canada and earn interest at a rate of 
seven percent in accordance with the Government Annuities Improvement Act. 


Actuarial liabilities 


The Government Annuities Act and Regulations prescribe the basis upon which actuarial values 
are to be determined. The Regulations require the discounting of expected future payments 
using seven percent annual interest. Future payments are to be estimated by using the mortality 
rates from the 1983 mortality tables published by the Society of Actuaries, for individual and 
group annuities respectively, modified by Projection Scale G. The Chief Actuary has indicated 
that these assumptions provide a reasonable estimate of the actuarial liabilities of the Account. 
(See also Note 8.) 


Respective roles of the valuation actuary and of the auditor 


In accordance with the Joint Policy Statement of the Canadian Institute of Chartered 
Accountants and the Canadian Institute of Actuaries, dated March 1991, it is appropriate to 
include a description of the respective roles of the actuary and of the auditor with the financial 
statements. Their respective roles are as follows: 


(a) The actuary, being in this case the Chief Actuary employed by the Department of Human 
Resources Development, determines and reports on the amount of actuarial liabilities for 
annuity contracts issued under the Government Annuities Act, as shown in the financial 
statements. This valuation is conducted in accordance with generally accepted actuarial 
principles, as adapted to the circumstances of the Government Annuities program. The 
Chief Actuary also ensures that the method utilised to calculate the actuarial liabilities is in 


accordance with the Government Annuities Improvement Act and the regulations pertaining 
thereto. 


(b) The auditor expresses an opinion on the fairness of financial statements prepared by 
management. The audit is conducted in accordance with generally accepted auditing 
standards issued by the Canadian Institute of Chartered Accountants. 


Related party transactions 


The Account does not record the value of administrative services it receives without charge from 
the Department of Human Resources Development and other government entities. For the year 
ended March 31, 1997, the value of the administrative services received from the Department of 
Human Resources Development amounted to $2.6 million (1996 - $2.7 million). 


Contingency 


A lawsuit has been filed against Her Majesty the Queen claiming breach of the government’s 
responsibility to properly administer the transfer of excess payments within the Account. The 
amount of the claim is $8.2 million. In management’s opinion, the outcome of this action 
cannot be determined at this time and no provision has been made in the financial statements. 


Subsequent event 


An amendment to the Government Annuities Regulations came into force on November 6, 1997. 
This amendment modified the mortality tables to be used for determining the value of annuities 
and changed the method of valuing the deferred annuities from a premium basis to the present 
value of future payments. The management of the Account chose to present the financial 
statements based on the new mortality tables in order to provide the reader with the most 
current, relevant and reliable information. The effect of the amendment resulted in a 
$53.891 million increase in the actuarial liabilities and deficit. The change was accounted for in 
1996-1997 as a change in an accounting estimate. 
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